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EXECUTION COPY

GRANT AGREEMENT

This GRANT AGREEMENT (the “Grant Agreement”) is made by and between the Millennium
Challenge Corporation, a United States Government corporation (“MCC”), and the Government
of the Kingdom of Lesotho (the “Government’”), acting through the Ministry of Finance and
Development Planning (the “Ministry”), and shall become effective as provided herein. MCC
and the Ministry are sometimes referred to herein individually as a “Party” and together as the
“Parties.”

RECITALS

WHEREAS, the Board of Directors of MCC has selected the Kingdom of Lesotho as
eligible to present to MCC a proposal for the use of 2004 and 2005 Millennium Challenge
Account (“MCA”) assistance to advance economic growth and poverty reduction in Lesotho;

WHEREAS, the Parties wish to cooperate for the purpose of facilitating the development
and implementation of a proposed Millennium Challenge Compact between them to help
advance economic growth and poverty reduction in Lesotho (the “Proposed Compact”);

WHEREAS, the Government submitted a revised proposal for MCA assistance (the
“Proposal’) on March 1, 2005, which Proposal focuses on (i) the construction of the Metolong
Dam (the “Dam Project”) to supply water for Maseru and surrounding communities and (ii) the
development and implementation of activities to improve the investment climate and to support
small, micro and medium sized enterprises;

WHEREAS, the Government has expressed a desire to make progress in business and
investment climate policy reforms, which will allow Lesotho to obtain the maximum benefit
from the increased supply of water from the proposed Dam Project, by developing action plans
to implement reforms;

WHEREAS, on May 17, 2005 the Government approved an agenda of policy reforms
related to improving the business and investment climate in Lesotho (“Proposed Reforms™),
which Proposed Reforms are identified hereto at Exhibit A and were incorporated as an annex to
the Proposal on May 17, 2005;

WHEREAS, MCC has determined to make a grant of USD $600,000 to the Government
under the authority of Section 609(g) of the Millennium Challenge Act of 2003 for the purpose
of carrying out the activities described herein related to the business and investment climate
policy reforms element of the Proposed Compact;

WHEREAS, concurrently with the activities undertaken pursuant to this Grant
Agreement, MCC intends to provide approximately USD $800,000 in assistance for additional
preparatory activities related to the Dam Project, including (i) completion of a partial feasibility
study of the Metolong Dam to address technical gaps, revise project costs and examine the
feasibility of recycling industrial waste water to increase short-term water availability and (ii)
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collection of baseline data for the Proposed Compact program’s economic analysis and
monitoring and evaluation (the “Preparatory Activities”); and

WHEREAS, the Parties anticipate that if a Millennium Challenge Compact is concluded
with Lesotho (i) some or all of implementation of the action plans developed pursuant to this
Grant Agreement will be an integral part of such Compact and (ii) the successful adoption and
implementation of some or all of the Proposed Reforms may serve as conditions precedent to
certain disbursements under such Compact;

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants and
agreements set forth herein, the Parties agree as follows:

ARTICLE I.
PURPOSE AND TERM

Section 1.1 Objectives and Activities.

(a) The objective of this Grant Agreement is to facilitate the development and
implementation of the Proposed Compact through a grant of assistance from MCC to the
Government.

(b) The assistance provided under this Grant Agreement shall be used to support the
following activities (the “Activities”) related to the business and investment climate policy
reforms element of the Proposed Compact (the “Policy Reform Project”), such Activities to be
implemented on behalf of the Ministry by one or more consultants:

(1) Review and evaluate the Proposed Reforms and any other policy reforms
identified in the Implementation Agreement (defined below) in consultation with public and
private sector experts and practitioners and the donor community, including in the following
policy areas: judicial procedure and commercial reform; border and customs procedures;
financial infrastructure and property rights, including gender equality related to finance and land
ownership; and capacity building and skill development for entrepreneurs;

(1)  Develop detailed action plans to implement Proposed Reforms; and

(iii)  Present recommendations to the Government, with a copy to MCC, on (A)
the prioritization of Proposed Reforms, (B) the sequence for implementation of the
recommended Proposed Reforms, (C) the estimated timeline for such implementation, (D) the
resource specifications and cost estimates for such implementation, and (E) suggested
performance milestones and indicators that could be included in a Compact, if one is concluded,
or in other donor arrangements for measuring progress towards such milestones and the impact
of such implementation.

() The goal of the Activities is to develop detailed implementation action plans for
the successful achievement of the Proposed Reforms, which, after the Completion Date (defined
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below), are expected to be funded by the Government and/or donors and be implemented by the
Government and/or donors or others after the Grant Term.

(d) The Activities shall be implemented in accordance with Section 2.2 of this Grant
Agreement and in accordance with the Implementation Agreement.

Sectidn 1.2 Effective Date; Grant Term.

(a) This Grant Agreement shall be effective on the last date on which the
Implementation Agreement is signed by the Principal Representative (defined below) of each
Party (the “Effective Date’).

(b) This Grant Agreement shall terminate upon the earlier of: (i) ten (10) months
from the Effective Date, unless otherwise agreed in writing by the Parties (the “Completion
Date™), (ii) 30 days following prior written notice by either Party of its intention to terminate this
Grant Agreement, provided, however, that the Ministry may not terminate this Grant Agreement
with respect to any activity for which a commitment letter or other disbursement has already
been issued or approved by MCC in accordance with the Implementation Agreement; (ii1) the
date on which either Party terminates the Implementation Agreement in accordance with the
terms thereof; or (iv) the date on which MCC determines that any use or proposed use of the
Grant or continued implementation of the Grant would be in violation of applicable law or
United States Government policy, whether now or hereafter in effect.

ARTICLE 1L
FUNDING; IMPLEMENTATION

Section 2.1  MCC Grant.

(a) Subject to the terms of this Grant Agreement and the terms of the Implementation
Agreement, MCC hereby grants to the Ministry an amount not to exceed six hundred thousand
United States Dollars (USD $600,000) to fund the Activities (the “Grant”). The Grant proceeds
shall be disbursed from time to time in accordance with the Implementation Agreement and any
conditions precedent to disbursement for each Activity contained therein.

(b) MCC may, in its sole discretion, reduce the total amount of the Grant by an
amount equal to the amount attributable to any violation of or failure to satisfy a condition
precedent to disbursement specified in the Implementation Agreement, and such amount shall be
automatically released from any obligation in connection with this Grant Agreement. Upon
expiration or termination of this Grant Agreement, any amount of the Grant not disbursed by
MCC to the Government shall be automatically released from any obligation in connection with

-this Grant Agreement. Any amount of the Grant disbursed by MCC to the Government not re-

disbursed or otherwise incurred as permitted pursuant to the Implementation Agreement shall be
returned promptly to MCC to such accounts designated by MCC in accordance with the
Implementation Agreement.

Section2.2  Implementation Agreement. The Parties shall enter into an agreement (the
“Implementation Agreement”) setting forth the terms and conditions for the use of the Grant
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proceeds, including (i) terms of reference for the service providers that will carry out the
Activities; (ii) procurement procedures and mandatory contract provisions; (iii) disbursement
procedures and forms of letters of commitment, disbursement requests, invoices, and
certifications; (iv) limitations on the use of Grant proceeds; (v) requirements for records,
information and audits; (vi) MCC approval rights with respect to any of the foregoing; and (vii)
such other terms and conditions as are customary for a transaction of this nature. Except as the
Parties may otherwise agree in writing, MCC shall make disbursements of the Grant directly to
service providers procured by the Ministry in accordance with the Implementation Agreement.

ARTICLE III.
GOVERNMENT REPRESENTATIONS AND OBLIGATIONS

Section 3.1  Authority; Nature of Obligation. This Grant Agreement is a legal, valid and
binding obligation of the Government. The Ministry has the power and authority to execute,
deliver and perform on behalf of the Government its obligations under this Grant Agreement and
each certificate or instrument contemplated hereby. The execution, delivery and performance by
the Ministry of this Grant Agreement and each other agreement, certificate or instrument
contemplated hereby to which it is or will be a party have been duly authorized by all necessary
action by the Government and the Ministry and no other approvals or consents are required.

Section 3.2 No Violation of Law. Neither this Grant Agreement nor any of the activities
contemplated herein violates or will violate any applicable.law or regulation in force in the
Kingdom of Lesotho or any decree, order, agreement or obligation to which the Ministry is a
party or by which it is bound.

Section 3.3  No Other Funding Source. The Ministry affirms that no payments have been or
will be received by any official of the Ministry or any other Government official in connection
with the procurement of goods or services financed under this Grant Agreement.

Section 3.4  Proposed Reforms. The Ministry affirms that the list of Proposed Reforms
attached at Exhibit A is a true, accurate and complete list and description of the policy reforms
duly approved and adopted by the Government on May 17, 2005, and that there has been no
material rescission, modification, or alteration of such approval or to the list of Proposed
Reforms.

Section 3.5  Cooperation. The Ministry shall cooperate, and shall ensure the cooperation of
other ministries and government bodies or authorities, in the undertaking and implementation of
the Activities, including providing access to relevant officials and representatives of the
Government and records or other documents.
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ARTICLE IV,
GENERAL

Section 4.1 Governing Law; Consultations.

(a) This Grant Agreement shall be governed by and construed in accordance with the
laws of the State of New York.

(b) Either Party may at any time request consultations relating to the interpretation or
implementation of this Grant Agreement between the Parties. Such consultations shall begin at
the earliest possible date. The request for consultations shall designate a representative for the
requesting Party with the authority to enter into consultations and the other Party shall endeavor
to designate a representative of equal or comparable rank. If such representatives are unable to
resolve the matter within 20 days from the commencement of the consultations then each Party
shall forward the consultation to the Principal Representative or such other representative of
comparable or higher rank. The consultations shall last no longer than 45 days from date of
commencement. If the matter is not resolved within such time period, either Party may terminate
this Grant Agreement pursuant to Section 1.2(b). The Parties shall enter any such consultations
guided by the principle of achieving the Grant objective in a timely and cost-effective manner.

() In matters arising under or relating to this Grant Agreement, neither Party shall be
deemed to have submitted to the jurisdiction of the courts of the State of New York or any other
court or judicial body.

Section 4.2  No Assurance of Future Assistance. Nothing contained in this Grant Agreement
shall be construed as creating an obligation on the part of MCC to provide any further funding or
assistance, other than the Grant, in relation to the Proposed Compact or any other project or
program in the Kingdom of Lesotho.

Section 4.3  Foreign Government Information. The Parties agree to the removal of the
Foreign Government Information (“FGI”) classification for the text of this Grant Agreement and
the terms of the Grant described herein. Notwithstanding the foregoing, except as shall
otherwise be agreed by the Parties in writing, all prior drafts of this Grant Agreement, any other
agreement between MCC and the Government yet to be negotiated and documented, and all
other documents, information and other communications between MCC and the Government or
their respective representatives either prior to, on or after the date of this Grant Agreement,
whether related to the subject matter of this Grant Agreement or otherwise, will remain subject to
FGI classification and, as such, protected from disclosure to the public in accordance with the
letter dated November 16, 2004 from MCC to the Government attached at Exhibit B.

Section 4.4  Headings. The Section and Subsection headings used in this Grant Agreement are
included for convenience only and are not to be considered in construing or interpreting this
Grant Agreement.

Section 4.5  Severability. If one or more provisions of this Grant Agreement is held to be
unenforceable under any applicable law, such provision(s) shall be excluded from this Grant
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Agreement and the balance of this Grant Agreement shall be interpreted as if such provision(s)
were so excluded and shall be enforceable in accordance with its terms.

Section 4.6  Communications. Unless otherwise agreed by the Parties in writing, any notice,
request, report, document or other communication required, permitted, or submitted by either
Party to the other under this Grant Agreement shall be (i) in writing, (ii) in English, and (iii)
deemed duly given: (a) upon personal delivery to the Party to be notified; (b) when sent by
confirmed facsimile or electronic mail, if sent during normal business hours of the recipient
Party, if not, then on the next business day; or (c) two (2) business day after deposit with an
internationally recognized overnight courier, specifying next day delivery, with written
verification of receipt to the Party to be notified at the address indicated below, or at such other
address as such Party may designate:

To MCC:
Millennium Challenge Corporation
Attention: Vice President for Country Relations,

with a copy to the General Counsel
875 15th Street, N.W.
Washington, DC 20005
United States of America
Tel: 1-202-521-3600
Fax: 1-202-521-3700 :
Email: VPCountryRelations@mcc.gov (Vice President for Country Relations),
VPGeneral Counsel@mcc.gov (Vice President and General Counsel)

To Lesotho:

Ministry of Finance and Development Planning

Attention: Minister of Finance and Development Planning
with a copy to the Principal Secretary

P.O. Box 395 '
Maseru — 100
Lesotho

Tel: 266-22323703 /22316304 /22311101
Fax: 266-22310622 /22310157

Email: ps@finance.gov.ls

Section 4.7  Counterparts; Signatures. Except as the Parties may otherwise agree in writing
from time to time, this Grant Agreement may be executed in one or more counterpart signatures
and each when so executed and delivered shall be an original instrument, and such counterparts
together shall constitute a single agreement. A signature delivered by facsimile or electronic mail
in accordance with Section 4.6 shall be deemed an original signature, and the Parties hereby
waive any objection to such signature or to the validity of the underlying document, certificate,
notice, instrument or agreement on the basis of the signature’s legal effect, validity or
enforceability solely because it is in facsimile or electronic form. Such signature shall be
accepted by the receiving Party as an original signature and shall be binding on the Party
delivering such signature.
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Section 4.8  Relationship Between the Parties. Nothing in this Grant Agreement shall be
construed to constitute or create a partnership, agency relationship, joint venture, or equity or
similar interest between the Parties. Neither Party has the power or authority to act on behalf of
the other Party, except as expressly authorized by the other Party in writing.

Section 4.9  MCC Status. MCC is a United States government corporation acting on behalf of
the United States Government in the implementation of this Grant Agreement. As such, MCC
has no liability under this Grant Agreement, is immune from any action or proceeding arising
under or relating to this Grant Agreement and the Ministry hereby waives and releases all claims
related to any such liability. In matters arising under or relating to this Grant Agreement, MCC
shall not be subject to the jurisdiction of the courts or other body of Lesotho.

Section 4.10 Language. This Grant Agreement is prepared in English and in the event of any
ambiguity or conflict between this official English version and any other version translated into
any language for the convenience of the Parties, this official English version shall prevail.

Section4.11 Amendment. This Grant Agreement may be amended or modified by written
agreement of the Parties.

Section 4.12  Definitions. Any reference to the term “including” in this Grant Agreement shall
be deemed to mean “including without limitation” except as expressly provided otherwise.

[Signature Page Follows on Next Page]|
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IN WITNESS WHEREOF, MCC and the Ministry, each acting through its duly
authorized representative, have caused this Grant Agreement to be executed in their
names and delivered as of this 4th day of June 2005.

MILLENNIUM CHALLENGE THE MINISTRY OF FINANCE AND

CORPORATION DEVELOPMENT PLANNING ON
BEHALF OF THE GOVERNMENT OF
THE KINGDOM OF LESOTHO

By: [s] By: /sl
Name: Paul V. Applegarth Name: Timothy T. Thahane
Title: Chief Executive Officer Title: Minister of Finance and

Development Planning

Signature Page of the Grant Agreement by and between the Millennium Challenge Corporation and
the Ministry of Finance and Development Planning
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% Millennium Challenge Corporation
Reducing Poverty Through Growth

" {6 Noveraber 2004

Ministry of Finarice
Maseru, Lesotho

Déar Dr. Majoro:

The Millennium Challenge Corporation (MCC) believes that effective development assistance requires d
broad base of suppoit in a country. Accordingly; it is important that each proposal reflects the results of an
open consultative process, integrating goverment interests with those of the private sector and civil society.
An imiportant objective of this exercise is transparency and easy access by your citizens and related
stakeholders to inforfmation relating to your pioposal and the processes employed to develop the proposal for
MCC assistance.

Without compromising the findamental principles of consultation and transparency in proposal development,
after a proposal is developed and submitted to MCC, we believe it is important that you know that you and
your colleagues can engage with MCC in frank and open discussions regarding potential MCC assistance and

can excharige related information without jeopardizing these communications. Therefore, this letter confinms
our mutial understanding that both of us will consider information exchanged during the discussion process
as Foreign Government Information (FGI). FGI is simply a designation that allows us to protect our open and
frank discussions. 'The FGI designatiofi means that all information between us can still be transmitted by

~ tegular mail, facsimile, or electronic mail and may be discussed or transmitted over non-secure telephone

« lipes. '

As our partner, it is impottant for you to understand this arrangement, the underlying purpose of this
designation, and when you receive information from us with the FGI designation — you would understand

what it meant.

I recognize that this préc'tice of FGI designation may be new to you and; hence, may raise some questions on
your part. Please feel free to contact me at +01-202-521-3654 if you have any questions.

- Wrel

Wesley Wilkon
Program Ojficer

(202) 521-3600 | (202) 521-3700 [Fax] )
1000 Wilsoa Boulevaid } ]

P.O. Box 12825
Atlington, VA 22219-2825




